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PATTERN SPEECH
THE CPA'S ROLE IN SMALL BUSINESS
FOREWORD
The attached text supplies a talk which a CPA 
might use when asked to address a luncheon club or other 
group composed largely of businessmen. It may be useful 
also for non-accounting student groups.
It aims at providing some idea of accounting 
services, not as abstract description but in the form of 
concrete examples of work done by a CPA for an imaginary 
client. While the examples used are applicable to many 
larger enterprises, the emphasis is on the needs of the 
small businessman.
The text has been adapted from a talk originally 
prepared by a member of the Institute and delivered by 
him several times. He reports that it has been well 
received.
As with other "pattern" speeches, this could be 
presented "as is," but in many cases the CPA speaker will 
want to modify it to suit his own style and taste. Possibly, 
too, he would want to add anecdotes from his own experience 
or pertinent local references. In its present form the 
talk will probably take from 20 to 25 minutes to deliver.
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THE CPA'S ROLE IN SMALL BUSINESS
The different ways different people make their 
livings — what they do in their working hours — are 
usually of interest mainly to themselves. So when I was 
asked to talk to you on the subject of public accounting, 
my first thought was that it might be rather presumptuous 
for me to get up here and discourse on my own profession.
I find the field fascinating — but I wondered if it would 
seem even mildly interesting to you.
On reflection, though, I changed my mind about 
this. The reason I did is that I’m sure a large number 
of people —■ including a good many businessmen -- are not 
aware of all the services CPAs perform — and., if they did 
know about these services, they might use them to their 
benefit.
I say this even though I suppose that many of 
you here have engaged CPAs at one time or another. But 
I would guess that most of you who have dealt with a CPA 
have done so only in connection with preparation of your 
income tax returns.
Now, tax work is certainly an important part 
of accounting practice -- but it is by no means the whole 
of it. And so, to give you an idea of some of the other 
aspects of a CPA’s work, I’m going to take the next several 
minutes to recount the affairs of a small business and to 
describe the relationship between the proprietor of that 
business and his CPA.
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Let me say at the outset that the business I’m 
going to talk about is an imagined one, and all the sit­
uations I will describe might very well not occur in a 
single enterprise. But although these situations are 
drawn from different cases, they are quite typical. I 
must add, too, that although the business we will be con­
sidering is a small one, many of the situations are 
encountered in larger companies also.
Let’s call our fictitious businessman Mr. Merchant 
and our certified public accountant Mr. Worth.
Mr. Merchant first sought out a CPA because of 
a tax problem. He had been preparing his own tax returns, 
but one year when the returns were examined by an Internal 
Revenue agent, some errors were found. The mistakes were 
not serious and not much money was involved, but the exper­
ience was a trying one for Mr. Merchant, and he decided to 
get professional help on his tax returns the next time.
On the first occasion Mr. Merchant visited
Mr. Worth’s office, he brought along his books also a 
large shoe box full of vouchers and bank statements. The 
books were relatively simple -- and they were no longer 
sufficient for his needs. Many years ago when business 
conditions were simpler and tax regulations were not so 
complicated as they are now, his records served the pur­
pose, but times had changed and the records were now far 
from adequate.
A few days later, as the CPA proceeded to prepare 
the tax return from Mr. Merchant’s records, he was able to 
form some ideas about the client’s business, and was able 
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to make several suggestions for changes that could be 
made in the record keeping to yield more useful and depend­
able figures.
The comments and suggestions were favorably 
received, so the CPA made a note to discuss the matter 
more fully with Mr. Merchant sometime after the pressure 
of tax work for the season was over.
Accordingly, he called on Mr. Merchant in his 
place of business a month or two later. The men talked 
for over an hour and as a result Mr. Merchant engaged the 
CPA to install a full set of double-entry books.
At this point a problem arose, as it does in 
many cases — "Who is going to do the bookkeeping?”
Mr. Merchant had been doing most of it himself.
But his CPA was able to show him the weakness of this 
policy.
There is an old saying that a lawyer who pleads 
his own case has a fool for a client. And, similarly it 
had been the CPA’s experience that a businessman who tries 
to do his own bookkeeping is making a mistake. Like typing 
and shorthand, bookkeeping is a specialized field. Knowledge 
of how to do it, however, is not too difficult to acquire, 
and people can be engaged to do the work whose time is far 
less valuable than that of the proprietor of a business.
A businessman should get someone else to do the bookkeeping 
and concentrate his own attention on those activities which 
he can handle better than anyone else.
Mr. Merchant had a girl working in the store who 
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showed an aptitude for figures, so it was agreed that 
she should be trained to do bookkeeping. Accordingly, 
the accountant planned a system for Mr. Merchant, and 
the rest of the calendar year was spent in testing the 
system and in teaching the new bookkeeper how to classify 
and record the required figures.
At the end of the year, when inventory was taken, 
the CPA assisted Mr. Merchant in preparing a complete 
list of all his assets and liabilities, and, beginning 
January 1st, the whole set of double-entry books went 
into operation for the first time.
Now in the past, Mr. Merchant had never had for­
mal financial statements, and consequently his impression 
of the results of his operations was secured only from 
the figures that appeared on his tax returns. Furthermore, 
since he had always put off preparing his tax returns until 
the last minute, it was not until March or April that he 
had even that sketchy picture of how well or poorly he 
had done during the year.
Now, with a full set of books, the situation 
was different. It was quite a milestone when Mr. Worth 
was able to give his client, before the end of February, 
a statement showing his income, expenses and profit for 
the month of January together with a statement of his fin­
ancial position.
For the first time in his business career
Mr. Merchant knew what he had done the month before in 
sufficient time to recollect what had happened during 
that month and to relate certain events to the results 
- 5 -
shown on the financial statements. Mr. Worth showed 
Mr. Merchant how to read and interpret these state­
ments to get the most value out of them.
As the year progressed and a file of monthly 
statements began to accumulate, it was possible to make 
comparisons with preceding periods, and a great deal 
of information was developed which Mr. Merchant found 
very useful in the management of his business.
At this point Mr. Merchant made a pleasant dis­
covery. When he had originally considered having a 
double-entry set of books installed, he looked upon it 
as an expense forced upon him by the complexities of the 
tax laws. But now his view changed. His accounting 
system, he discovered, was a tool, a tool which he could 
use in the management of his business; and it became evi­
dent to him that this was not an expense but an investment. 
By learning to use this tool with skill, it would contribute 
substantially to improving his profit through the extra 
control it gave him.
Up to this point Mr. Worth had been dealing with 
his client’s books from the standpoint of historical 
records. That is, they told him where he had been. But 
now, it was pointed out that he could use his records to 
control the direction in which he was going.
Like many small businessmen, he had previously 
given little or no thought to the future except in a vague 
sort of way. It never occurred to him to make up a budget, 
or to set a goal which he would try to attain by some future 
time.
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When Mr. Worth asked him one day, "Just where 
do you expect to be five years from now?”, he did not know 
what to answer. The question bothered him, though, and 
every time the CPA made his regular visit, Mr. Merchant 
discussed future events. And slowly plans and goals 
began to develop.
With the CPA’s assistance, Mr. Merchant studied 
the pattern of his community. Consideration was given to 
such questions as:
"How much will the community grow in the next
five years?”
”How much can the business be expected to grow 
in those five years?”
"What are the prospects of additional competition?"
"If this business grows as hoped, how much addi­
tional capital will be needed and where will it come from?
"Should the business be incorporated?"
"What plans should be made in connection with an 
estate to protect survivors in case of untimely death?"
As a result of studying these questions and many 
others Mr. Worth advised his client to incorporate.
There were several reasons for this. First,
there was the question of risk to the capital. Mr. Merchant 
had accumulated a modest estate aside from his business, 
and yet, as long as he remained unincorporated, this per­
sonal estate was exposed to the hazards of his business. 
By incorporating, his personal property was protected from 
this risk.
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Another reason was that an incorporated business 
is far less difficult to dispose of, and offers far fewer 
problems to an executor, in case of death.
A third reason was that Mr. Merchant had a
young man working for him whom he wished to encourage.
He contemplated making this young man a part-owner in the 
business some day, but a move of this sort is risky under 
any other entity except a corporation. While Mr. Merchant 
continued to own the majority of the stock, incorporation 
made it possible for the young man to buy a few shares.
As a result of the incorporation, Mr. Merchant 
received two unanticipated benefits, neither of which, by 
themselves, would have Justified incorporation but which 
were, nevertheless, most welcome.
A small corporation does not have to guess what 
its tax will be and pay that estimate in advance. A small 
corporation pays its tax after the year is closed and the 
profit is known. This shift from advance payment of taxes 
as an individual to payment in arrears as a corporation, 
created a small but appreciable boost in working capital.
Mr. Merchant’s other benefit was being no longer 
required to close his books on the calendar year. Actually 
December 31st was a poor time for him, and after studying 
the situation his accountant determined that June 30th was 
the best time because inventory was at its lowest point, 
business was slowest, and the staff had time to take inven­
tory and to do all of the things that must be done at the 
end of the year when the books are to be closed.
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When his business was incorporated, the land 
and buildings were not included, allowing Mr. Merchant 
and his wife to continue owning these as personal pro­
perty. There were several advantages in this. The build­
ings were worth a great deal more on the market than they 
were on Mr. Merchant’s books. Had he transferred the 
land and buildings to the corporation, they would have 
had the same cost basis to the company as they did in his 
hands, and he would have locked into the corporation all 
of the increased value which had been growing over the 
years. If the corporation later sold the buildings, this 
capital gain could be taxed twice, once to the corporation 
at the time of sale and secondly to Mr. Merchant if he 
drew out the money. By holding out the land and buildings 
one of these taxes would be avoided.
Another reason for leaving out the land and 
buildings was that if it ever became necessary to sell 
the business, it would be possible to derive some retire­
ment income by leasing the buildings to the new owner. 
As most of you know, many businesses today prefer not to 
own land and buildings
Furthermore when Mr. Merchant became 65 and started 
to draw social security, rent from the buildings would not 
disqualify him for old-age benefits. In addition to rents, 
he could draw a salary up to $1,200 a year and dividends of 
any amount without loss of benefits.
As a result of all these things, Mr. Merchant’s 
outlook towards retirement changed substantially.
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Now all of this work that I have been telling 
you about in this hypothetical case took place over a 
period of six or seven years.
While this time was passing, changes were 
being made in the bookkeeping and accounting procedures. 
As Mr. Worth got to know his client’s internal problems 
better, he was able to show him that an office machine 
would be a good investment and would pay for itself with­
in three years. Accordingly, a machine was installed 
and the work of sending out statements to customers at 
the end of each month became routine. Other bookkeeping 
activities were also put on the machine with the result 
that the bookkeeper could do more and more of the work 
which up until now had been done in the CPA’s office.
A CPA firm is always glad to pass this work 
back to the client’s own office, on the principle that 
the best place for a business’s books to be kept is right 
in the business. Usually, an accountant will do the 
bookkeeping only when it is distinctly to the client’s 
advantage to have him do so. A CPA annually reviews all 
of the bookkeeping accounts which he has, and if it is 
possible for a client to take over part or all of the work, 
that is recommended.
A few years after Mr. Worth had begun working
with Mr. Merchant., the latter was called for another Internal 
Revenue examination. But this time, instead of Mr. Merchant 
having to deal with the agents his CPA took over. Since 
the Internal Revenue agent was also an accountant, they 
talked the same language and Mr. Worth was able to furnish 
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from his client’s hooks, the statistics and other data 
which were requested, and the examination was completed 
in only a fraction of the time it had taken before.
As Mr. Merchant’s business now began to expand, 
he found that he needed additional working capital. His 
accountant studied the situation with him and helped 
prepare a request for a loan from a local bank. The 
loan was larger than Mr. Merchant had ever borrowed before, 
but the bankers readily granted the request because it 
plainly set forth three things: (1) how much money was 
needed (2) what would be done with it and (3) how and 
when it would be paid back.
The cooperation between the CPA and his client 
was beneficial in other ways too. For example, when a 
weakness was detected in his internal control, which 
might have tempted a dishonest employee to steal from the 
company, this was pointed out to Mr. Merchant and quickly 
eliminated. Also, the CPA, together with Mr. Merchant’s 
insurance agent, reviewed the client’s coverage and showed 
him that he was under-insured. A review of his operations 
some time later led to the discovery that a department of 
the business was losing money and Mr. Merchant was advised 
to discontinue it.
Some time later, Mr. Merchant bought out another 
business, and his CPA helped him make the big decision as 
to whether or not it was worth the price that was being 
asked.
As the business continued to grow, Mr. Merchant 
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found he needed more statistical data than he could pro­
vide with his own staff and equipment. Mr. Worth’s firm 
was able to do this work for him. Using their own data 
processing equipment, the firm, in effect, put a complete 
IBM punched card system at Mr. Merchant’s disposal, Just 
as effectively as though the equipment were right in his 
own office.
The need for equipment is one of the major changes 
which has taken place in the accounting profession. Many 
medium-sized firms have invested thousands of dollars in 
equipment and still more will be added.
And then, one day Mr. Merchant decided he should 
sell his business. He felt he was no longer able to stand 
the pace, and the young man on whom he had pinned so much 
hope had turned out to be disappointing.
He discussed the situation thoroughly with
Mr. Worth and a program was set up to prepare the data 
which a prospective buyer would expect, and assist in 
writing the ad which offered the business for sale. In 
the ensuing months the CPA and businessman consulted when­
ever necessary while negotiating a satisfactory sale.
The terms which enabled Mr. Merchant to retire comfortably, 
were at last reached to the satisfaction of all the parties 
involved.
Now by this time it is obvious to you that much
of the work the CPA did with Mr. Merchant was far removed
from what has been regarded as the accountants’ traditional domain. 
And so it was and will continue to be. While accountancy 
is the basis upon which most professional relationships
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like this one start, wide experience with many businesses 
in many communities gives the CPA a broader knowledge of 
business operations than is usually available to his 
clients. This experience is drawn upon daily in helping 
many clients to manage and operate their businesses success­
fully.
The various services that I have outlined illus­
trate some ways in which CPAs serve small business.
We like to think — at the risk of sounding 
immodest -- that these contributions, among others, are 
valued, creative factors in our clients’ operations and 
the economy as a whole.
